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The Bank and the Public 


HE One mercy about politics is that it is always in search 


of new middens to scratch over. It is a mere four 
months since the House of Commons endured one of its 
least appetising debates, on the Bank of England, in which 
Mr Harold Wilson sought both to extenuate the part that 
he had played in the setting up of the Parker Tribunal and 
also to lay down his ideas about the way in which the Bank 
should be run in future. In one afternoon he and his 
colleagues managed to jeopardise any basis of mutual respect 
between a future Labour government with Mr Wilson as 
Chancellor and the City itself. For that piece of wrecking 
his party—and the country—may have to pay at some future 
time. But the damage has been done. New sensations 
have replaced the Bank in the politicians’ attention. And 
the general public is left little the wiser about the genuine 
case that can be made for having a Bank, as distinct from 
a creature of the Treasury, or about the valid criticisms that 
can be levelled at the Bank for its failure in the past to 
persuade the public at large that its viewpoint on monetary 
policy, as distinct from its technical expertise in carrying 
that policy out, is something that the country needs. 

It has been said of Lord Norman that not only did he 
have some difficulty in explaining himself to more than one 
person at a time; he actually resented having to do so 
and avoided the necessity whenever possible. As for 
uninstructed opinion, he ignored it as of no account. It 
has long ceased to be that kind of Bank. The manifestation 
of a person who felt towards his decisions (and usuaily good 
decisions) had given way, years before the Bank became 
public property, to the exercise of central banking functions 


based on principle and on knowledge—what the present 
Governor has well described as the prime requirement of 
operational competence. 

Yet today that competence—which even the sourest critic 
would not deny—is not enough. Each day, some new 
arcanum is broken open and it is useless to complain that 
the intelligent part of the public is being tiresome or 
impertinent in demanding to know what goes on in secret 
places. As for the uninstructed part, it is worth pondering 
the effort (and the money) that institutions, industries and 
companies all over the world spend in creating an acceptable 
aura around themselves. Not that they are unacceptable ; 
they almost invariably are. But whereas a minority can 
be convinced of the fact by the evidence, the majority have 
to be instilled with a mental picture of what constitutes a 
Good Thing by the arts of persuasion rather than by any 
strict demonstration of reason. This may be disagreeable— 
even vulgar—and sincere people can easily be tempted to 
dismiss it with contempt. The misfortune is that these arts 
become increasingly necessary in the modern world; not even 
the most withdrawn institution can afford to ignore them. 

It is not yet evident that this point is fully seized in 
Threadneedle Street. “Our policy,” the Governor has said, 
“has been to move gradually in the direction of saying more 
about what we are doing and giving more background.” 
That indeed is true and the Governor himself has lately 
been making a notable contribution to the general under- 
standing of the Bank’s actions and views in a series of public 
speeches that can be no light addition to his responsibilities. 
But there is still something very tentative about the Bank’s 
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The growth of an Idea 
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For many years Barclays Bank has been building up a structure unique in 
world banking, a structure based upon two distinct principles. The private 
banks which combined to form Barclays have provided the foundation 
for a system of Local Head Offices which lodges in the hands of local 
people a broad measure of the day-to-day control of affairs ; while, ranged 
around the English bank, there has been developed a group of associated 
companies which provide in Scotland, in France, in the Mediterranean, in 
Africa, in Canada, .and in the West Indies, a banking service comparable 
to that of the parent company. The Englishman doing business overseas 
may well find invaluable this direct representation in many countries; it 
is of course supplemented by a network of correspondent banks through- 
out the world. . 
The system of decentralisation through Local Head Offices is not confined 
to this country. Branch managers can deal with practically any banking 
question you put to them; but if they have to refer to higher authority 
most of them need go only to their Local Directors in Norwich or Nairobi, 


in Cardiff or Capetown, rather than to a remote Head office in London. 
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Barclays Overseas Development Corporation Limited 
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In Canada—Imperial Bank of Canada. In Belgium—Banque de Commerce 
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search for a new attitude in its relations with the public. 
Some spokesmen for the Bank would deny that there is any 
change in attitude or any need for one ; the Old Lady, they 
would say, may bow to fashion and shorten her skirts dis- 
creetly, but it would not be seemly to do more than reveal 
a glimpse of what goes on. The Bank is, indeed, far more 
approachable than it was and working journalists who do 
their best to interpret its viewpoint to a wider public have 
reason to be grateful for that. But where the Bank still 
shows hesitation is in projecting itself in the public mind, 
not indeed as “a separate, and perhaps rival empire” to 
the Treasury, but as a co-partner in the work of economic 
policy-making. The simple and only democratic principle 
is that in the last resort economic decision must rest with 
sovereign government. The point is that within that prin- 
ciple it is possible either for the Bank to appear as a 
secondary agency through which the Government exercises 
its policy or as a source of economic judgment formed inde- 
pendently and above the ruck of politics. Unfortunately, 
the picture that the general public has is of a subservient 
central bank. The late Sir Stafford Cripps’s lamentable quip 
—*“ The Bank is my creature ”—still strikes horribly deep. 


N the broadest questions of the part that the Bank will in 
O future play in the exercise of monetary authority, the 
judgment of the Radcliffe Committee will be crucial. There 
is no advantage to be gained in trying to draw an amateur 
blueprint of organisation and functions of the Treasury 
and the Bank when wise men are devoting intense study 
to these problems. “ This review,” the Governor has said, 
“will help us all to see where, without sacrificing the 
strength of tradition, further improvements can usefully 
be made.” The appeal to tradition is entirely permissible, 
but it must not be paramount. Where, as in this country, 
the responsibilities for monetary affairs are interwoven, the 
direct impact of people’s feelings about any move in 
economic policy falls upon the government, as it should. 
The Bank may feel that the move may be right or wrong ; 
it may give the government the benefit of sage advice based 
on the lessons of experience and the proven instincts of 
tradition. But if all this is conducted exclusively behind 
the veil, how is the public to know or appreciate the unique 
value of the Bank’s contribution as a source of second 
opinion in these matters ? 

So while it is right to welcome the changes by which 
the Bank is endeavouring to make itself better known (and 
even to welcome the marked impetus in that direction that 
has proceeded from the Parker Tribunal hearings) they 
represent only a beginning. The need is for a much wider 
understanding of what the Bank is doing and what its views 
are at the important points of decision on the economic 
trend line. This is the limit to which constructive criticism 
of the Bank can be pushed. To represent it as an attempt 
to set up the Bank as a rival to the Treasury is really some- 
thing of a caricature. The only proper relations between 
the two were decided long before Dr Dalton nationalised 
the Bank in 1946. The transfer of decisions from the Bank 
to the Treasury that Lord Norman deplored after the sus- 
pension of the gold standard in 1931 introduced a decisive 
change in the balance of forces between them. By 1937 
even he, edging in thought towards what Sir Stafford Cripps 
was to say so devastatingly more than ten years later, asked 
the governors of the Empire central banks meeting in 
London to remember that he was an instrument of the 
Treasury, as well as a central banker. But, he went on, 
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“ the two are not incompatible, especially in these days, and 
I would not say that I am in any way embarrassed by 
divided loyalties.” 


HAT might serve as a guiding principle today. The work 
"Tot the Bank can only benefit from being more widely 
understood as the essential warp in the fabric of monetary 
policy. If the Bank is uncertain in explaining itself or if 
it supposes that the public takes a discreet reserve to be 
synonymous with importance, its influence is bound to be 
less effective than it ought to be. It may be true that the 
Bank of England is not invested with the same authority 
that some other central banks enjoy in the field of monetary 
policy. It is undoubtedly true that many of the public 
misconceptions about the Bank have been encouraged by 
the defensive and sometimes even negative posture that it 
adopted in the decade after nationalisation. In this posture 
there was an acceptable element of good manners, not 
always matched at the other end of the town. But it meant 
that an opportunity was being missed for preventing mis- 
chievous comments from getting an unchallenged start and 
for quenching many of the doubts about the relations of 
the Bank with the Treasury and with the City that some 
well-disposed people, for want of information, have come 
to harbour. The same point, indeed, could be directed 
against the City as a whole ; there is no area of activity in 
the British economy that suffers so much from ignorance 
and prejudice, and not least on the part of people who 
would hate to describe themselves as anti-capitalist. It 
springs from the same cause—lack of knowledge con- 
sistently and widely imparted. 

Probably the Bank is tired by now of prodding about 
its annual report. For years, this document has repre- 
sented the negative side of the Bank at its worst. It may 
not wish to go in for the mass production of statistics— 
there are plenty of other people in that business. But there 
is no comparison between the bare annual account that the 
Bank renders of its activities and the reports of central 
banks in many other countries. Mr Bulganin’s annual 
reports, one may be sure, will have more to say about the 
State Bank he now administers than Mr Cobbold’s have so 
far found to say about his. It is not necessary to go to the 
monthly lengths of the Federal Reserve Board’s distin- 
guished bulletin to achieve the required purpose. Yet it is 
arguable that the need for explanation is all the greater 
here because there is no counterpart to the periodical 
explanations that Mr William Martin is called to give to 
Congressional Committees about the Federal Reserve 
Board’s policies and intentions. 

It should not need saying that these are intended as 
constructive comments, based on the belief that the Bank’s 
role can be made more effective, even though it can never 
become overriding. The value of a second opinion is not 
less important in monetary policy than in other affairs. 
Popular governments have deposed central banks from 
ultimate power, just as they have deposed absolute mon- 
archs. But there are moments when the decisions and the 


guidance of a constitutional monarch are still of critical 
importance—when the popular influence of the Crown be- 
comes invested with a rare but effective authority. In some 
ways, that might serve as a model for the Bank. It must 
be non-political ; it must be popularly understood ; but it 
ought on the decisive occasions to be prepared to declare 
its independent views. 





The quick success of the high Bank rate 
had at first a paradoxical result—it speeded 
up the expansion of credit. But in 

recent months it has gradually brought the 
expansionary forces under control 


N the eight months following the crisis of last September, 
I as the ensuing article spells out, Britain replenished the 
gold and dollar reserves to the extent of £336 million, with- 
out counting the $250 million drawn under the “ Suez ” 
credit granted by the Export-Import Bank ; and during the 
first six months of that period—which is as far as the avail- 
able statistics go—it repaid short-term external liabilities, in 
the form of sterling balances, to the extent of £135 million. 
Also during this period the big banks thought it worth while 
to return in force to the gilt-edged market, and towards the 
end of it the monetary authorities carried through one of the 
most strikingly successful conversions of government debt 
on record, securing a 96 per cent response. Shortly 
afterwards, on the eve of the second reduction in the 
Bank rate conceded this year, the Governor of the Bank 
of England, Mr Cameron Cobbold, affirmed that there is 
now a “real foundation of progress towards stable prices 
and a stable exchange situation.” In spite of current labour 
troubles—or because of them—that is not an unfair assess- 
ment of the prospect. And, certainly, this is the first time 
since the war that such a claim can be made with any real 
assurance. 

These three sets of facts measure the progress that has 
been made, by pointing the contrast between conditions 
now and those of last autumn, in three major spheres—the 
state of the reserves and sterling, the mood of the gilt-edged 
market, and the prospect for prices and wages. A variety 
of forces, not excluding such international influences as the 
further improvement in Britain’s terms of external trade, 
have contributed to this transformation. But those who 
have consistently appealed for boldness in the use of mone- 
tary policy are entitled to point out that this dramatic 
change in the financial climate started from the very moment 
of the emergency measures of September 19th, and that 


the only novel device among them was the utterly unex- ~ 


pected raising of Bank rate by 2 per cent, to 7 per cent, 
its highest since 1920-21. It is not clear how far the autho- 
rities expected the resultant drastic rise in the cost of 
borrowing to be in itself a brake upon expenditure ; nor 
is it possible to guess how considerable those direct effects 
have been. But it is certain that the 7 per cent rate was 
cast for a highly important psychological role ; and it is 
equally clear that it amply filled that part—as the one means 
of convincing public opinion that a real stand was at last 
to be made against inflation. In this sense at least the 
claims made for the Bank rate weapon by its champions 
have been vindicated. 

It is much less easy to demonstrate the specific mechanics 
by which this bold wielding of the interest rate has worked 
on and through the banking system so as to exert restraint 
upon the economy. During the first few months of the 
penal rate there was indeed the seeming paradox that the 
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volume of credit as a whole was rapidly expanded. Bank 
advances, it is true, had started to decline several months 
before the announcement of the September measures, and in 
the ensuing three months this movement went much further. 
The monthly statements of the clearing banks had shown 
during the third quarter of 1957 an apparent decline in 
advances to borrowers other than the State boards by £113 
million, from the mid-year peak of £2,022 million, though 
the true decline must have been somewhat smaller than this 
(because of the swelling of the end-June total by the seasonal 
rise in the extraneous transit items). Then, in the fourth 
quarter, after charges for bank advances had been raised to 
rates ranging up to 9 per cent, and after the clearing banks 
had been persuaded to work to a new quantitative limit, 
the published total declined by a further £107 million; 
that figure must have been distorted in the opposite direc- 
tion, so that the true decline in the fourth quarter was 
probably appreciably larger than in the third. This restraint 
of advances was not reflected, however, in the behaviour of 
bank deposits: aggregate net deposits of the clearing banks 
rose during the first three months of the 7 per cent Bank 
rate much more than seasonally—by {£280 million to £6,516 
million, their highest for three years and only £40 million 
below the all-time peak touched just before this whole phase 
of anti-inflationary policy opened in early 1955. 
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The proximate cause of this steepening of the curve of 
credit expansion was a sharp increase in the needs of the 
public sector. The State boards increased their borrowings 
by £34 million, and a spectacular increase occurred in the 
demands of the central government. In spite of a decline 
of nearly £20 million in the banks’ portfolios of commercial 
bills, the aggregate liquid assets of the banks showed the 
extraordinary rise of £386 million, which was the counter- 
part of an extremely steep rise in government borrowing 
on Treasury bills: in the three months following the rise 
in Bank rate, the outstanding issue of tender bills rose by 
£360 million, compared with a rise of merely {10 million 
in the corresponding period of 1956. By the year-end, 
therefore, a large proportion of the exceptional reduction 
achieved in the bill issue early in 1957 had been replaced: 
the reduction shown on a twelve months’ comparison had 
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Trade with the East 


From Cyprus and the Lebanon to Japan, 
THE CHARTERED BANK 
and its wholly-owned subsidiary, The Eastern Bank Limited, link 
East and West through a system of one hundred branches extending to 
most centres of commercial importance in the Middle East, South and South-East 
Asia and the Far East. Those branches provide complete and up-to-date banking 
services, sustained by wide knowledge and long experience of Eastern trade, finance and 
industry. In particular an effective credit information service and skilled assistance 
and advice are available to merchants and manufacturers seeking new 
business connections in Asian markets. 


THE CHARTERED BANK 


Uncorporated by Royal Charter 1853) 
HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2 


Branches in the United Kingdom at Manchester and Liverpool. Agencies at New York and Hamburg 


THE EASTERN BANK LIMITED 
Head Office: 2 and 3 Crosby Square, London, E.C.3 


HAMBROS 
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and world-wide connections, our system of 
decentralisation keeps us in touch with customers’ 
closest problems. We have six District Head Offices, 
with boards of directors and general managers, 

so that the very best advice is available through 

our managers, virtually on your doorstep. 


Merchant Bankers 
ESTABLISHED 1839 







41 BISHOPSGATE, LONDON, E.C.2 


Martins Bank... 


Head Office: 4 Water Street Liverpool 2 
District Head Offices: London, Liverpool, Birmingham, Leeds, 
Manchester, Newcastle upon Tyne 






West End Branch Holborn Branch 
67 PALL MALL _— « CHARTERHOUSE STREET, 
LONDON, S.W.1 LONDON, E.C.1 
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Although Martins is a bank with over 600 branches 











Abroad view 


If you are looking for further development 
of your export business our Overseas Branch 
can be of inestimable service. It is in 

touch with correspondents in every market 
and, because it handles a vast overseas 
business, there is scarcely an export problem 
for which its specialist staff cannot find 

an answer from their hard-won experience. 
Our staff are encouraged to give personal 
service to every customer and the Manager 
of our nearest Branch is always ready to 
deal with your enquiries, whether they may 
be connected with overseas business or with 














the many other facilities we can offer. 


Sor friendly service 


Head Office: 15 Bishopsgate, London, E.C.2 
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Funds exceed £150,000,000 
HEAD OFFICE 


General Manager: lan W. MacDonald 







Modern banking services are available at the Bank’s Branches 
throughout Scotland and in London. Credit facilities for com- 
mercial, industrial and farming development, on convenient 


payment plans, are also available through the Bank’s subsidiary, 


National Provincial 


NATIONAL PROVINCIAL BANK LIMITED 


Principal Overseas Branch: | Princes Street, London, E.C.2 
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14 George Street, Edinburgh, 


THE SCOTTISH MIDLAND GUARANTEE TRUST LIMITED 
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Canada 
Market Information 


For information on markets, 
sources of supply and _ other 
vital matters affecting trade with 
Canada, ask our Business 
Development Department. 
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Incorporated with limited liability in Canada in 1869 
























Over 900 branches in Canada, The West Indies, 
Central and South America 

















ASSETS EXCEED $3,750,000,000 


HENRY 
ANSBACHER 


AND COMPANY 


Bankers 


117 BISHOPSGATE LONDON’ EC2 
| Telephone AVENUE 1030 
| | Telegrams: Ansbacher, London Telex : London 28521 
| 


Enquiries relating to Eire should be addressed to 
ANSBACHER & Co. Ltp., 85 Merrion Square, Dublin, Eire. 










Aci 


sol 
he! 
for 
am 


to 
fre 
ou 


of 
th 


THE ECONOMIST JUNE 14, 1958 


narrowed from {£430 million in early April to only £140 
million by end-December (to a total of £3,460 million). 
This steep increase in borrowings on floating debt was not 
attributable to any deterioration in the budgetary accounts: 
the “ overall ” Exchequer deficit for the fourth quarter of 
1957 was little changed from that of the previous year. The 
major new influence was the dramatic turn-round in the 
exchange markets, so that the Exchange Equalisation 
Account, instead of being a source of finance for the 
Treasury by relending to it sterling received from sales of 
gold and exchange, became a large borrower of sterling for 
finance of the gold reflux. This increase in the offerings of 
securities on behalf of the Exchange Account was not, 
moreover, accompanied by any corresponding reversal of 


the trend of demand for such securities from external ° 


sources. On the contrary, the net repayment of overseas- 
held sterling balances was only moderately smaller in the 
fourth quarter of 1957 than in the third quarter—it 
amounted to £102 million, compared with £125 million. 

From the point of view of the domestic banking system, 
therefore, the first effect of the September measures was 
to change the external influence upon the volume of credit 
from a contractionary to a strongly expansionary one, with- 
out immediately diminishing the major existing expansionary 
influence of domestic origin. This influence was the plight 
of the gilt-edged market. From the late spring onwards 
the flight that developed from fixed interest securities had 
made it progressively more difficult for the authorities to 
pursue their intended policy of borrowing from the public 
rather than from the banking system. By August, indeed, 
it had seemed to many people that the mechanism of credit 
control was rapidly approaching breaking point ; although 
in that month, as also in September, the effects were con- 
cealed by the catastrophic rate of gold efflux, so.that in 
spite of the difficulties of government finance, the total of 
bank deposits declined. 
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The fundamental remedy for this situation was the drastic 
rise in Bank rate, since that and the associated measures 
offered some grounds for hope that the long decline in the 
purchasing power of money would be arrested. It also 
offered even surer reasons for expecting the next movement 
of Bank rate to be downwards. But these forces could not 
be expected to restore the absorptive power of the gilt- 
edged market overnight. The very process by which they 
worked was by administering at first a profound shock, 
from which the market needed time to recover. Gilt-edged 
securities had been forced to levels that made them “ his- 
torically cheap ” ; but the big investors still would not move 
until they could measure the quality of the follow-through, 
could judge whether the stern language of 7 per cent did 
indeed set the tone for government policy as a whole, 
especially on the wages front, 


N the early phase of the high rate, therefore, all the major 
factors except the continuing fall in advances were 
making for credit expansion, for the government had also to 
contend with a decline in its borrowings on non-marketable 
securities—savings securities and tax reserve certificates. 
Even in this phase, however, some important restraints were 
at work within the banking system, quite apart from the 
restraints exerted through the wider capital market. The 
attraction of the abnormal 5 per cent paid on deposit 
account balances was causing a pronounced switch of funds 
from active to inactive accounts (a movement that con- 
tinued, indeed, even after this year’s first reduction in 
Bank rate). 

Secondly, the fact that the banks were reluctant to return 
in strength to the gilt-edged market meant that the rise 
in their liquid assets involved much less than normal risk 
of a secondary expansion of credit. The authorities had in 
any event a weapon to hand for preventing any such expan- 
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sion, and were evidently more prepared to use it than they 
had been on many former occasions. The government 
broker, acting for the “ departments,” could, and did, stand 
ready to supply any considerable demand for gilt-edged. 
Any such sales, even when made to banks as distinct from 
the public, had the effect of absorbing bank liquidity with- 
out an associated rise in bank deposits (such as happens 
when the banks buy from the public) and of preventing a 
premature rise in the gilt-edged market. 

Since the turn of the year, this seeming paradox of 
credit expansion at high rates has gradually disappeared. 
The complex balance of forces playing upon the volume of 
credit has been shifted. The strength of sterling and the 
rebuilding of the gold reserves, the restraint shown in the 
budget and in economic policy generally, the maintenance of 
a reasonably tough line in wages policy—these, and other 
factors, have provided a firm foundation for the gilt-edged 
market and have enabled the government to resume funding 
operations on a massive scale. 

Hence a major new contractionary force has been created 
within the domestic economy to withstand the expansionary 
pressure of the big current surplus that Britain is now run- 
ning on its external balance of payments and the effects of 
the reflux of funds. In the tax-gathering first three months 
of this year the contraction of bank deposits was somewhat 
larger than in the corresponding period last year, and in 
the subsequent two months the expansion of deposits was 
somewhat less. In May, indeed, there was a significant 
contra-seasonal fall, so that over the five months the total 
has declined by £397 million, or fully £70 million more 
than the decline in the similar period of 1957. The net 
decline of £55 million over the full nine months since the 
penal rise in Bank rate is, indeed, only a little short of the 
corresponding movement in 1956-57; but the seasonally 
adjusted index of net deposits compiled by Lloyds Bank, 
which rose from 107.6 to 109.9 (1948=100) from Septem- 
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ber to December, is still, at 109.3, perceptibly above its 
September level. 

The funding operations that made this change of trend 
possible have been aided, of course, by a decline in short 
money rates and by the associated reductions of Bank 
rate to 6 per cent on March 20 and 53 per cent on 
May 21. The banks themselves have thus become the 
more ready to join in the return to the gilt-edged market. 
Since end-1957 they have added no less than £115 million 
to their investment portfolios, raising them to their highest 
for three years. Hence the check to the growth of bank 
deposits has been accompanied by a drying up of the 


4000(- FUNDING FLOATING DEBT 


£ million 


3000 | ~—_ TENDER ISSUE 


BANKS’ LIQUIDITY RATIO * ————— 


1955 \ 1956 1957 
*% Ratio of cash, call money and bills to gross deposits 


1958 


excess liquidity created at the end of 1957. In each of the 
past two months the liquidity ratio has fallen, when norm- 
ally it would have been rising, so that since December it 
has been reduced from 38.5 to 32.4 per cent. This means 
that, so long as the gilt-edged market retains its absorptive 
power, the authorities should have no difficulty in prevent- 
ing a resumption of credit expansion at any undue pace. 
But it also means that the power of the banks to give support 
to the market is becoming more circumscribed. 


Sterling’s Strength through Tribulation 


The impressive recovery of the central gold 
and dollar reserves in the face of continuing 
repayments of sterling area balances has 
revived talk of an impending move to 


formal convertibility. Is this realistic ? 


T mid-1958, sterling enters its phase of seasonal strain 
A stronger and better cushioned than for many years 
past. It has displayed in the first months of 1958 a per- 
sistent resilience against adverse psychological influences of 
a kind that in each of the past three years were sufficient to 
check and even reverse the favourable seasonal influences 
on commercial account. The reserves in the first five 
months of 1958 have risen by more than at any time since 
1950; and whereas the gold then was carried in by the 
perilous tide of the Korean boom in commodity prices and 
was accompanied by a steep rise in sterling liabilities, the 
recent strengthening of the reserves has been achieved in 
the face of continuing strains from the rest of the sterling 


area, and in combination with large repayments of sterling 
liabilities. Commodity prices have been weak, and the 
growing development expenditures of the overseas sterling 
countries have increasingly been financed by drawings on 
London balances. It can safely be said that the total im- 
provement in Britain’s overseas monetary strength, arising 
from both the increases in the gold reserves and the reduc- 
tion in sterling liabilities, has been without precedent 
throughout the postwar period. 

Yet a short six months ago sterling stood shaken on the 
aftermath of its third major crisis in three years, Could 
the measures of September 19th prove effective where so 
many previous efforts had failed ? As foreign holders of 
sterling quickly appreciated, there was a fundamental dis- 
tinction between the September effort and its predecessors. 
In the autumn of 1955, Mr Butler’s strong denial that no 
changes in the sterling parity or the sterling margins were 
in prospect was sufficient to check the immediate run 
produced by fears of a move to floating rates ; but the under- 
current of foreign distrust of the pound remained. A year 
later, when the Suez crisis brought fears to a head, 
ministerial affirmations were not enough; $561 million 








THE ECONOMIST JUNE 14, 1958 


If you want a thing done well..: 


“‘ [-OUNDATION STONES” my old grandfather used to say, “are a 
great mistake”. They were, in his view, almost invariably laid by 
the wrong sort of people and usually in the wrong sort of places. 
Stonemasons, however, he approved of; in fact craftsmen of 
all kinds —“if you want a thing done well, don’t do it yourself, 
send for a craftsman” was another of his defiant sayings. This, 
however, did not prevent him practising a succession of crafts as 
gentlemanly hobbies, among them glass-blowing (mostly 
wall-thermometers) and the carving of oriental temples, in ebony 
or ivory, for hanging gold watches in by the bedside. 
John Lethbridge the local stone-cutter was a favourite of 
his and he often offered John the money to set himself up as a 


monumental mason; an unlikely project since neither of them 
had a head for business. “Young Jack’ Lethbridge, the son, did 
eventually set up — as a roadwork contractor. But by that time 
there was a branch of Lloyds Bank in the village and it was the 
Bank that enabled him to get off to a good start. 

Lethbridge’s is a big firm now and employs people from 
miles around. The village has grown into a town, and the present 
Manager of the Bank was telling me that he has, well, perhaps I 
had better not reveal how many local businesses on his books, to 
say nothing of his brigade (he’s very T.A.) of private customers 
which I gather includes a platoon or two of the skilled men at 
Lethbridge’s, J. M. 


LLOYDS BANK LIMITED 
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‘THE STANDARD BANK REVIEW’ 










This informative publication— issued monthly — contains 
current: facts and figures about economic, commercial and 
industrial conditions throughout South, Central and East 
Africa. 

A copy of this helpful booklet will gladly be sent to 
any who contemplate extending or developing their interests 


in Africa. Please address your request to the Secretary. 


THE STANDARD BANK OF SOUTH AFRICA LTD 
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was drawn from the International Monetary Fund and a 
further $1,238 million was arranged in stand-by credits 
with the Fund and with the Export-Import Bank. 

Again the expedient succeeded in its immediate purpose 
but did nothing to convince traders and bankers that ster- 
ling’s troubles would not recur. When the next flashpoint 
was provided in the summer by the devaluation of the 
French franc, which heightened expectations of an up- 
valuation of the. mark, it was quickly apparent that defen- 
sive action for sterling would need to be far more embracing 
than on the previous occasions: it would need to be, and 
to appear to be, decisive. Because many people thought, 
vide the evidence before the Parker Tribunal, that the 
authorities had shot their bolt with the traditional monetary 
weapons, the expectation grew as the pressure heightened 
that the authorities might find themselves forced to turn to 


a-floating rate—which in its first impact would have involved - 


a. sharp depreciation. Whatever the arguments for and 
against flexibility of the exchange rate as a long-term 
strategy, there has always been very wide agreement on the 
danger of introducing flexibility at a moment of weakness 
and of inflation. A devaluation without a correction of the 
underlying domestic inflation is likely to be a short-lived 
expedient, 


HERE was in fact only one effective remedy open to 

the authorities in September ; and because there was 
no alternative, the plunge was taken. The real significance of 
7 per cent Bank rate and the attendant restrictions on invest- 
ment was spelt out by Mr Thorneycroft to the assembled 
bankers at the Washington meetings. The priorities of 
British economic policy had changed. Full employment was 
no longer alone at the head of the queue ; the value of 
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sterling was no longer at the end of the queue. The long- 
held doubts of foreign bankers, as of domestic investors in 
gilt-edged, were, in the event, allayed. 

The brusque adjustment of domestic priorities into which 
the authorities were manceuvred by the crisis of the 
exchange not only succeeded in halting that crisis and 
making good the losses ; it has prepared the foundation for 
a real recovery from the weakness of long standing. That 
foundation has not yet been safely completed ; and as the 
shock of last September’s crisis becomes more distant, the 
authorities may find it more difficult politically to maintain 
the requisite firmness. But so far the Government has stuck 
to its guns, and has had its reward. Sterling has continued 
strong because the world has remained satisfied that the 
watch against inflation remains to the fore of the Govern- 
ment’s aims. It has seen the factor of confidence redound- 
ing strongly in its favour ; and the adage that funds lost 
never return has been proved false. 

Lack of confidence, admittedly, was by no means the only 
source of strain on sterling in 1957. A very large strain 
came from the running down of sterling balances to finance 
the deficits of overseas members of the sterling area: in the 
second half of 1957, the overseas sterling countries withdrew 
£226 million (£136 million of it in the third quarter, which 
is the worst seasonally). But the fact that confidence has 
been the decisive factor is surely proved by the experience 
this year. Despite the fact that seasonal influences have 
turned favourable, heavy drawings by sterling countries have 
continued, amounting to £71 million in the first quarter ; 
yet the reserves have gone from strength to strength. By 
the end of May they topped $3,000 million, which had been 
momentarily touched in mid-1954, and during the Korean 
cycle. Even excluding the $250 million drawn from the 
Export-Import Baak in October, the gain since mid-1957, 
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before the speculative run, reached $384 million. Simul- 
taneously, in the year to end-March, the sterling liabilities 
were reduced by £251 million. 

_ The drastic monetary measures of September, therefore, 
have proved far more successful than any crisis measures 
before. Admittedly, the central battle against domestic 
inflation is not won yet ; and a continuation of America’s 
recession holds obvious dangers. But the gains of the past 
few months have given sterling its much needed breathing 
space. 

It is against this background that rumours have pro- 
liferated in the exchange markets of an impending move to 
full and formal convertibility, by a unification of American 
account sterling and transferable sterling. On this question, 
official action during the crisis phase itself is regarded by 
many market observers as a significant portent. 


F one looks back on the handling of the crisis by the 
I authorities, two facts stand out. The first is that no 
recourse was made at the time to physical controls to 
protect the reserve ; the second is that there was no per- 
ceptible widening of the discounts on the spot rates against 
dollars in the unofficial markets. The one retreat from the 
freedom of the London market built up over recent years 
was in the circumstances a legitimate one. Under notices 
issued by the Bank of England, banks in the United King- 
dom were instructed to provide no further refinance 
facilities to non-residents. It was further stated that sterling 
credits for the purchase of sterling goods by non-residents 
might no longer provide for payment by the issue of usance 
drafts., 

These refinance facilities had for some time been used to 
build up bear positions in sterling. A typical case would 
be the finance of shipments of rubber from Malaya through 
London to Germany. In the normal course this would be 
arranged by a sight draft ; the shipper in Malaya would get 
his cash by negotiating his draft with a local bank, and the 
bank would then send this to London where it would 
become payable by the ultimate buyer against the presen- 
tation of the documents. It had been found, however, that 
the buyers in Germany would postpone their own payment 
by arranging for a three months’ credit in London in order 
to finance the payment of the sight draft. By this “ refinance 
credit ” the need to find the sterling would be deferred for 
three months or, alternatively, the ultimate buyer would be 
given the advantage of buying his sterling at the big discount 


-quoted in the forward market. There was nothing illicit or. 


unusual in such traiisactions, since there was a genuine 
movement of goods behind them, but they gave merchants 
an easy means of speculation. The authorities have since 
relaxed the restrictions on these facilities ; but as confidence 
in sterling has been re-established, demand for refinance 
facilities has fallen steeply away. 

No other restrictive steps were taken last September, 
either by tightening exchange control or by reimposing 
import restrictions. Moreover, once the crisis was over 
the authorities continued their forward march in each of 
these fields. During the last quarter of 1957 a further 
liberalisation of import licensing for certain dollar goods 
was announced ; this affected a comparatively unimportant 
segment of trade, but the action was significant. The 
relaxation in the field of exchange control was important in 
itself. In February of this year the Bank of England issued 
a notice lifting the restrictions on the repatriation of Bank 
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of England notes into the United Kingdom. The proceeds 
of imports of notes may now be credited to the non-resident 
sterling account of the sender. Travellers leaving the 
United Kingdom after a temporary residence may similarly 
have credited to the appropriate accounts the proceeds of 
sterling notes up to a maximum of {50 for any one traveller, 
provided the notes were obtained in the United Kingdom 
by the debit of an appropriate non-resident account or 
were brought into the United Kingdom by the traveller. 

This relaxation removed at one stroke the discount at 
which sterling banknotes had been quoted in the main 
overseas centres. In the most active of the foreign markets 
for sterling notes, that in Zurich, the rate in February was 
11.64 francs, marking a discount of 5 per cent on the spot 
rate for funds ; following the Bank of England’s announce- 
ment the rate jumped immediately to around 12 francs to 
the pound, which, allowing for the cost of sending notes to 
London, is in line with the rate for sterling in the official 
exchange markets. This relaxation of exchange control, 
therefore, put an end to a formerly important variety of 
cheap sterling overseas. 


OR some months now indeed there has been no quota- 
F tion for sterling overseas below the support point of 
$2.78 for officially convertible sterling. Even in the worst 
phase of pressure last summer there was no significant 
widening in the. spread of the three main rates for non- 
resident sterling accounts, though the spread was far larger 
than it is today. In June of last year the spot rate in the 
official market, that is for American account sterling, was 
$2.78% ; transferable sterling stood at $2.77} and security 


_ sterling at $2.60. At the height of the crisis in Sept- 


ember, the transferable rate Lad slipped to $2.763, but 
security sterling had strengthened to $2.673. By the end 
of the first week of November official sterling had crossed 
the parity of $2.80, while transferable sterling had strength- 
ened to $2.78} and security sterling to $2.75. This con- 
current strengthening of sterling and the narrowing of the 
spread between the three principal rates has continued 
since ; for the past few months, while official sterling has 
been knocking against its upper limit of $2.82, both trans- 
ferable and security sterling have been quoted at near $2.79. 

The strength of security sterling has in part been attri- 
butable to considerable non-resident participation in large 
capital issues made on behalf of such concerns as British 
Petroleum and Shell Transport, in which there is a sub- 
stantial non-British shareholding. It also reflects an increas- 
ing volume of American investment in sterling securities, 
including gold shares. The strength of transferable sterling 
has been due in part to the replenishing of working balances 
in London by Continental bankers and merchants who, at 
least until their latest doubts about labour disputes in Britain, 
were reversing the short positions in sterling that had been 
built up in last year’s crisis, and before. For the most part, 
however, the strength of transferable sterling has been attri- 
butable to commercial demand. Far from intervening in 
support of the transferable rate, the Exchange Account has 
been selling transferable sterling against dollars in order to 
hold the rate down. 

This conjuncture has naturally led to considerable dis- 
cussion of the pros and cons of recognising the homogeneity 
of the two categories of sterling and, therefore, of proceed- 
ing to their formal unification. In support of such a move 
it has been suggested that it would secure for sterling the 
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Geared to Adventure 
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gain of confidence that would come from a formal recog- 
nition of convertibility, while the present practice involves 
all the responsibilities of convertibility without attracting to 
sterling the rewards of such virtue. A minor argument 
heard in favour of unification is that under existing circum- 
stances the market for transferable sterling is one from 
which London is necessarily excluded ; but the London 
market is now represented by subsidiary companies in 
Zurich and other centres, and in this way secures part of the 
business and of the profits involved. 

The unification of transferable and official sterling, 
establishing formally the convertibility of all currently 
earned sterling, must of its nature always be more than a 
mere technical move. The practical effect in the exchange 
markets may be very small ; but once the commitment is 
formally accepted, retreat would obviously be far more 
difficult and embarrassing than from the informal commit- 
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ment to support the transferable rate accepted since 1955. 

Admittedly, many high officials see little value in the 
existence of the present line of retreat, arguing that it could 
be used effectively only in conjunction with an undue limi- 
tation of the multilateral facilities of the sterling system. 
Hence the argument for unification. But, against it, 
ministers are likely to bring forward two strategic arguments, 
and these may possibly be decisive. Convertibility by the 
back door may attract little prestige ; the opening of the 
front door might involve publicity of a damaging kind. As 
the next election approaches, the authorities may feel 
increasingly disinclined to risk formal moves that would be 
criticised or disavowed by the Labour leaders. And a 
second strategic argument for delay in the minds of the 
authorities might be that formal convertibility should be 
held in reserve to bargain against a contribution from 
America to an increase in international liquidity. 


Wages by Cheque ? 


BY A CORRESPONDENT 


There is an accidental legal difficulty in the 
way of paying wages by cheque ; but 
difficulties also confront attempts at 
legislative reform 


HE Truck Act of 1831, which with its successors has 
T reared its head so surprisingly in recent years, was at the 
time of its passing the latest in a long series of Acts extend- 
ing over several centuries. The abuses to which payment 
in kind give rise are plain enough; the company shop, 
“selling ” over-priced goods to workmen who could not 
go elsewhere, was an obvious source of profit to employers. 
In effect the practice involved a reduction in wages, and 
the guilds and later the nascent trade unions fought it 
wherever it appeared. In the nineteenth century it seems 
10 have been limited to a few particular trades, and took two 
forms—the straight payment of wages by ticket encashable 
at the shop (or in cash, but with some degree of compulsion 
10 buy at the shop), and the less vicious custom of paying 
advances of wages in shop tickets, this practice being 
designed to prevent such advances being used for drink. 
The 1831 Act was not particularly effective in stopping the 
abuse, but its categorical provision that all wages shall be 
paid in coin of the realm is now speaking, as it were, from 
the grave to prevent the payment of wages by cheque— 
much more effectively than it stopped the company shop. 

The present debate on wages by cheque started in 
September, 1956, when Pye Radio’s annual report told the 
story of how the company had begun to pay wages by 
cheque, with the agreement of workers and trade unions, 
only to have to return, protesting, to payment in cash on 
legal advice that cheque payment could be held to be against 
the law. - 

The legal bar is an odd one. The 1831 Act permitted 
payment by cheques drawn on a bank within fifteen miles 
of the place of payment, it being recognised even in those 
early days of deposit banking that a cheque ‘is normally as 
good as coin. Unfortunately the Act, in its care for the 
wage-earner’s interests, provided a definition of the kind of 


bank on which the cheque might be drawn: it must be 
licensed to issue banknotes. Today, of course only the 
Bank of England is so licensed, in England and Wales ; and 
so, the legal argument goes, payment by cheque is illegal. 
In these days of trade union power the Truck Acts have 
become largely superfluous, but in this one regard they are 
operating in a manner that the reformers of 1831 them- 
selves thought unnecessary. 


RESSURE for removal of the anomaly comes from more 
P than one direction. Employers naturally look to the 
economy of cheque payment. Their salaried employees are 
very generally paid by cheque already, or, even more easily, 
by transfers to their banking accounts. The making up of 
wage packets is a substantial chore which the existence of 
the banking system could make unnecessary. Moreover, 
the collection of wages in bulk from the banks seems to be 
an increasingly dangerous task, and employers have a 
measure of support in public opinion, which reads of 
monotonously regular Friday hold-ups, and asks whether the 
wage-collectors’ journeys are really necessary.. Obviously 
many of them are not ; equally obviously, a legal bar that 
no one ever designed as such ought to be removed with 
all speed. 

But curiously enough there is no unanimous call for its 
removal, and there have been clear warnings that reform 
will not be easy. The trade unions are not enthusiastic. 
They point out that the majority of their members have no 
banking accounts, nor the desire to open them, and that 
they will therefore often have to cash their cheques at shops, 
which might tend to put them under an obligation to the 
shopkeepers concerned. Further, the cashing of cheques 
in this way would disclose to the shopkeepers just what their 
customers are earning, while if wives do the cashing the 
domestic disclosure of wages might have even more serious 
consequences. The shopkeepers for their part are alarmed 
at the prospect of having to act as their customers’ bankers, 
with the increase in cash requirements that this would entail, 
and at the increase in their bank charges that might follow a 
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stepping up of the number of cheques they pay in to their 
accounts. 

It might be expected that the banks, at least, welcome the 
prospect of additional business, first from more cheques 
drawn upon them, and thereafter, almost certainly, in the 
shape of new customers from a class that so far is 
unfamiliar with the benefits of a banking account. In fact 
the banks too find the possibilities alarming. A gradual 
increase in the number of customers would obviously be 
welcome, though many bankers are not at all sure 
that banking in its present British shape is adapted to 
handling “ wage-earning ” business. But the issue of large 
numbers of wage cheques to wage-earners without banking 
accounts could flood some branches with encashment 
business on the two days—Friday and Saturday—which 
are already the busiest in the banking week. The banks 
have some experience of a peak rush of this kind, 
in branches where large employers pay salaries by 
cheque to small salary earners who have no banking 
accounts. The wage flood would be at once larger and 
four times as frequent ; and for the banks to pass the cost 
of the extra work to the cheque-drawing employer would 


not always be easy. For the shopkeeper, of course, it would 
be impossible. 


GAINST this background Mr Graham Page, who was 
: A responsible for last year’s Cheques Act, which virtually 
abolished endorsements (and quite incidentally nearly 
abolished receipts as well), has introduced his Wages Bill. 
The Bill provides for the payment of wages to workmen 
“on location ” by postal order or money order, and for the 
legalisation of profit-sharing schemes in which the work- 
man has a contractual right to the shares ; but its main 
purpose is to deal with the Truck Act anomaly. Unfor- 
tunately, in the face of-the opposition outlined above, 
Mr Page has drafted his reform so mildly that its practical 
use would be limited. 

Section 1 of Mr Page’s bill provides: “ Where a workman 
consents to payment of his wages into a bank account speci- 
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fied by him, any payment so made . . . shall be valid if it is 
made by means of an order to a banker.” This makes 
payment possible either by crossed cheque or by bankers’ 
order, and of course the workman’s consent is required ; 
but the requirement that there must be an account nomi- 
nated by the workman would cut almost to nothing any 
immediate benefit to employers from the passing of the Bill. 
Only a very small minority of wage-earners have bank 
accounts, and special cheque payments to the small section 
of workmen who have them might cause more trouble than 
economy. Whether any sizable number of wage-earners 
could be prevailed upon to open accounts must be a very 
debatable question. 

It is of incidental interest that the original beneficiaries of 
the Truck Acts were “artificers” ; the exact scope of the 
benefit of the truck legislation today is uncertain. Probably 
“manual workers” is a more accurate description of the 
artificers’ heirs than “‘ wage earners”: the distinction is not 
as simple as that between workers paid weekly and workers 
paid at longer intervals, and the clerk who is paid weekly 
can probably not insist on cash. Even so, what is a manual 
werker ? Could the bus conductors returning to work be 
paid by cheque without risk of adding legal complications 
to the other troubles of the London Transport Executive ? 
The question turns on definition ; and of course one of the 
odd facts in this very odd business is that some few manual 
workers are already, and have been for many years, paid 
by cheque. 

One day, indeed, someone may get impatient and a test 
case could then conceivably produce a surprising result. 
A common sense ruling by the Courts, based on inter- 
pretation of the true intention of the Truck Acts, would 
effect a change more radical than any agreed reform is likely 
to do. In the meantime the cheque is being used for most 
of the £4,000 million a year of salary payments, and for 
hardly any of the £7,000 million a year of wage payments, 
while the provision of armoured car services for wage 
deliveries is a new form of business enterprise. It is an 


extravagant consequence of a curious and unintended twist 
of legal history. 


Canada’s Money Row 


BY OUR OTTAWA CORRESPONDENT 


An open clash between government and 
central bank took place during the recent 
election campaign ; now the recession gives a 
new complexion to this unfortunate dispute 


HE Bank of Canada approaches its silver jubilee while 

passing through the stormiest phase in its history. It 
has been involved in bitter public and political controversy. 
On a general plane, the issues that have been raised in 
Canada are closely in tune with the debate about the appro- 
priate relations between government and central bank which 
in recent years has been heard in most of the major western 
trading nations. The undercurrents of Canada’s contro- 
versy have some parallels in Britain, as well as in the United 
States, Germany, the Low Countries and Scandinavia ; the 
heat of the controversy has rarely been equalled. Domestic 


politics and individual personalities have brought matters in 
Canada dangerously near a showdown. In the financial 
houses of Toronto some people have been expecting to 
hear almost every week since last June that Mr James Coyne, 
the Governor of the Bank of Canada, has resigned. Toronto 
newspapers have several times reported “ showdown ” meet- 
ings between Mr Coyne and Mr Donald Fleming, the Con- 
servative Minister of Finance. 


When Mr Fleming became finance minister last summer, 
he came to office, like any politician who has been long in 
opposition, “ not in entire forgetfulness, and not in utter 
nakedness, but trailing clouds of ” election speeches. And 
a principal theme of Mr Fleming’s attacks on the previous 
government had been the evil effect of a “tight money” 
policy. He had insisted that the government, not the Bank, 
must take responsibility for the restriction of credit, which 
he believed—rightly—to have been unpopular. When, 
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For advice about 
Australian Affairs 


and for information 
and assistance on all 

V matters concerning 
Australian finance, trade and travel, you are 
invited to use the services of The English, 
Scottish & Australian Bank, Ltd. With nearly 
500 branches and agencies throughout 
Australia and correspondents in all parts of 
the world, the Bank is able to provide com- 
plete banking facilities. 


THE ENGLISH, SCOTTISH 


& AUSTRALIAN BANK, LTD 





5 GRACECHURCH STREET, LONDON, E.C.3 
J. A. CLEZY, GENERAL MANAGER IN LONDON 
WEST END BRANCH: 8/12 BROOK STREET, W.1 
CHIEF OFFICE IN AUSTRALIA: 
287, COLLINS STREET, MELBOURNE 
H. G. ENSTEN, GENERAL MANAGER IN AUSTRALIA 
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DUBLIN 
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115, BROADWAY, NEW YORK 6, N.Y., U.S.A. 
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With Branches in England, Wales and throughout 





Ireland, The National Bank is the only Bank to 
operate extensively on both sides of the Irish Sea. 
& 
AUTHORISED CAPITAL - £7,500,000 
ISSUED CAPITAL - - £1,500,000 


RESERVE FUND - - £1,500,000 
DEPOSITS (31.12.57) - - £89,343,434 











LONDON (Heap orrice) 13-17 Old Broad Street, E.C.2 
DUBLIN (cuer orrice) 34 & 35 College Green 
BELFAST (cuter orrice) 62-68 High Street 


Agents and Correspondents all over the world 
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Limited Liability Company incorporated in France 
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Orrick 40 LOMBARD ST., E.C.3 
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25/27, CHARLES Il STREET, HAYMARKET, S.W.1 

Private Safes for rental at this Office 
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AFFILIATIONS IN 
BRAZIL, LEBANON, PERU, PORTUGAL, REUNION 
ISLAND AND VENEZUELA. 

Central Office: PARIS Head Office: LYONS 












Banking Services in 
New Zealand 


Bankers and their customers are cordially invited to make 
use of the extensive facilities which we can offer them 
through a network of 380 Branches and Agencies, including 
the Overseas Department at Wellington—where all 
trade enquiries will be welcomed. 


BANK OF 
NEW ZEALAND 


The Bank that conducts the largest 
banking business in the Dominion 


HEAD OFFICE: WELLINGTON, N.Z. 
R. D. MOORE General Manager 
London Main Office : 1, Queen Victoria Street, E.C.4 
Manager: A. R. Frethey. Asst. Manager: A. E. Abel. 
Piccadilly Circus Office : 54 Regent Street, W.1. 


Branches also in MELBOURNE and SYDNEY (Australia); APIA 
(Samoa) ; SUVA, LAUTOKA, LABASA, BA and NADI (Fiji) with 
agencies at Marks Street, Suva, and Nausori and Nadi Airport. 


Incorporated with Limited Liability in New Zealand in 1861. 
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therefore, he took office (to the surprise equally of himself 
and the country), it was popularly assumed that he must 
immediately reverse the course of monetary policy ; and 
that this must result in a clash with Mr Coyne that could 
end only with the Governor’s resignation. Some serious 
financial observers were so alarmed about the possibility of 
monetary policy being subordinated to the whims of the 
electors that they proposed the establishment of a Royal 
Commission to investigate the relations of the central bank 
to the government. 


ow the government and the Bank would have resolved 
H their differences if the boom had kept on at the pace of 
1956 and early 1957 is an interesting historical speculation. 
In fact by the end of August the central bankers observed 
such a falling-off in the demand for credit that they started 
to relax, and interest rates began to fall. By the time Parlia- 
ment met in October, Mr Fleming could proudly declare 
that the Conservatives had reversed the Liberal wickedness 
of tight money. A meeker or more philosophical Governor 
than Mr Coyne might have been happy to let it go at that. 
But Mr Coyne felt that he had a duty to try to explain to 
the Canadian people what was really happening. He took 
the opportunity in his annual report to repeat that it was 
excessive demand for money, not contraction of the money 
supply, that had raised interest rates. The money supply, 
he said, had kept on increasing, and the Bank of Canada 
had never tried to reduce it. If “ tight money ” means con- 
tracting the money supply, he said, then “there has never 
been a tight money policy in Canada.” 

This report appeared in the middle of the second election 
campaign, in which the Minister of Finance was still talking 
about the evil of tight money. Mr Fleming promptly issued 
a statement. He said that the Gevernor put “ his own inter- 
pretation on ‘ tight money policy’ but the public attached 
a different meaning to the phrase,” and the government 
would “ continue its efforts ” to “ease the tight money con- 
dition.” In this semantic argument the Governor got the 
worst of it. What he meant to say would have been clearer 
if he had used an analogy. He might have written: “ Sup- 
pose my wife puts on a lot of weight, until her girdle 
becomes uncomfortable. Would you call that a ‘tight 
girdle policy’ ?” 

The girdle is not pinching now. Bank deposits (including 
those of the government) plus currency circulating outside 
the banks are up by almost $1,000 million, more than 
10 per cent, over their level a year ago, and demands of 
private borrowers are much reduced. The banks’ general 
loans to business in Canada are slightly below their level 
last year ; but holdings of Treasury bills have increased by 
$122 million and of other government ‘securities by $515 
million. Moreover a new stimulus has been provided by the 
federal government’s anti-recession programme. In April 
the government successfully raised $950 million in a four- 
barrelled issue, with coupons of 23 ‘per cent for 1959 
maturities, of 3 per cent for 1961s, 33 per cent for 1970s, 
and 33 per cent for 1978s. Of the proceeds, $600 million 
was needed to refund a war loan. Another $400 million of 
wartime loan falls due on October 1st and a further $950 
million at the beginning of January next. In addition to all 
this refunding, the budget deficit, which some people expect 
to be as large as $1,000 million, will require a substantial 
addition to the government’s debt. Additional hundreds of 
millions must also be raised for advances to crown com- 
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panies which have been urged to bring forward their capital 
works. Some $350 million has already been voted by 
Parliament for housing loans. 

If the government, with its need for new borrowing, has 
accepted a realistic view of interest rates, the Bank of 
Canada has accepted the demands of the recession for mone- 
tary ease. But there remains in the background the potential 
conflict between the short-run need to stimulate the 
economy and the long-run need to combat inflation. A dif- 
ference, at least of emphasis, must be expected between the 
central bankers’ primary responsibility to defend the 
currency and the political leaders’ primary concern with the 
current level of employment. 

Canada has been through a number of phases in its view 
of central banking. The Bank of Canada was established in 
1934 by the Conservative government of the late R. B. 
Bennett, who made it a privately owned institution and 
always insisted that it should be free from political control. 
The Liberals, under Mackenzie King, from the first wanted 
the Bank of Canada to be publicly owned and controlled, 
and after a few indecisive moves they finally nationalised it 
in 1938. The boom period of 1955-1957 was in fact the 
first occasion for the central bank to try out its full authority 
to restrain excessive expansion. With more limited capabili- 
ties and aims the Bank of Canada pursued anti-inflationary 
policies during other postwar periods, notably after Korea. 
But it was not then considered as anything more than an 
auxiliary support for other action by the government. In 
the post-Korean inflation Canada still had no functioning 
market in short-term money. The government of the day 
welcomed monetary restraint as a contributory aid to its own 
anti-inflationary policies. But it was itself running big 
budget surpluses ; it was allocating scarce materials to 
priority users ; it was using the tax laws to defer deprecia- 
tion allowances on “ unessential ” projects ; it was regulat- 
ing consumer credit. 


N these last two years, by contrast, the task of restraining 
I inflation has been left entirely to the centra] bank. Apart 
from some fiscal support in the 1956 budget, the govern- 
ment took no direct action to fight inflation. Mr Coyne and 
his colleagues must sometimes have felt that they were the 
only people in Canada who wanted to check the progressive 
depreciation of money. They also found that bank advances 
were singularly unresponsive to the central bank’s touch on 
the brake. At the crucial point late in 1955, the chartered 
banks made a “ gentleman’s agreement ” with the Bank of 
Canada and with each other to give ne more “ term loans ” 
to business. But it was then discovered that, in the com- 
petition for big accounts, the banks had made advance 
commitments for business loans amounting to several 
hundreds of millions. At the central bank’s first attempt to . 
tighten the screw on credit, therefore, the banks sold hold-.. 
ings of government bonds to a much greater extent than 
most observers had expected. 


The banks have a statutory obligation to maintain their ; 
cash at not less than 8 per cent.of their deposits. When the - 
pinch came at the end of 1955, this cash ratio seemed less 
important than the secondary reserve of other liquid assets. 
The Bank of Canada’s power to influence monetary affairs 
seemed to be in danger of frustration unless the banks 
accepted some minimum standard for liquid assets. So a 
gentieman’s agreement was also made to build up liquid 
assets (meaning day-to-day loans and Treasury Bills) to an 
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additional 7 per cent of deposits. But this agreement was 
not reached without some hard feelings ; and though it may 
have been necessary at the time, it was a move of such funda- 
mental importance that many people think it should have 
been taken only by legislation. 

A third way in which the central bank found the initial 
impact of its control being dulled was in the practice of the 
Canadian banks of taking “personal savings deposits ” 
(which pay interest on a minimum balance) and treating 
these like current account deposits as backing for loans. 
Experience showed that even throughout the depression of 
the thirties, personal savings were almost immune from 
changes in the financial climate. Suggestions for segregat- 
ing personal savings from other deposits were made to the 
banks early in 1957, and not accepted. Mr Coyne wrote 
about them in his annual report, which appeared just before 
the 1957 election, and he was then repudiated by the Liberal 
Minister of Finance, Mr Walter Harris. 


HE combined effect of all these limitations was that the 

Bank of Canada’s attempt to prevent undue expansion, 
introduced in the autumn of 1955, did not begin to take 
effect for nearly nine months. Canada’s international trans- 
actions added further complications. Monetary restraint has 
afar more powerful effect on small enterprise than on large 
and wealthy corporations. In Canada’s case the large and 
wealthy are the foreign-owned corporations, which were 
drawing in a huge inflow of foreign capital. The Bank of 
Canada had no easy means of discouraging investment from 
these sources ; indeed, at this point its weapons of raising 
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interest rates acted as an added inducement to foreign 
investors. 

Hence in curbing: the total volume of investment money 
competing for goods and services and labour, it could be 
argued that the central bank imposed a disproportionately 
heavy burden on the smaller Canadian corporations and on 
the smaller municipalities which could not borrow in the 
New York market. For some of them this did mean 
an unfair degree of hardship. For Canada it may have 
meant postponing projects on which the rate of return 
appeared to be higher than on some of the projects carried 
through. This inherent difficulty in Canada’s economy 
causes particular trouble when monetary policy is left to 
carry the whole burden of restraining inflation. It justifies 
some of Mr Fleming’s criticisms of the effect of “ tight 
money.” It led some of the Liberal ministers at one time 
to consider other methods of curbing the boom, either by 
changing depreciation allowances or by adopting Britain’s 
system of screening new borrowing through a Capital Issues 
Committee. None of these proposals was adopted. 

The weapons of the central bank are of general applica- 
tion. What then is the central banker to do? However 
much he may dislike imposing sanctions that bear especially 
heavily on the smaller Canadian enterprises, he must still 
look first to his solemn mission of defending the currency. 
The one thing he cannot do is to acquiesce when a politician 
is tempted to say “ Inflation doesn’t matter.” And if the 
government of the day insists on opposing him, the- only 
course open to the Governor of the Bank of Canada, as the 
situation is now understood here, is to resign. That neces- 
sity, happily, has not yet arisen. 


The State in India’s Finances 


BY A CORRESPONDENT 


The banks in India have hitherto trodden a 
difficult path. Will the Mundhra affair dampen 
the enthusiasm of Mr Nehru’s government 

for control and regimentation as part of its 
drive towards socialism ? 


HE commission of inquiry into the purchase last autumn 
by the State Life Insurance Corporation of investments 
in the Mundhra industrial group, which led to the resigna- 
tion of Mr T. T. Krishnamachari as Indian Finance Minis- 
ter and to a departmental investigation, still in progress, into 
the conduct of certain officers of the Finance Ministry in 
these ill-fated transactions, could have a profound and last- 
ing impact on the pattern of India’s finances and of India’s 
economic sqciety. The.Mundhra affair has served to concen- 
trate public attention on the role of the state as investor and 
final arbiter of Indian investment policy. While always pre- 
pared to believe the worst about private enterprise, Indian 
public opinion has never accustomed itself hitherto to the 
possibility that the government itself could be unbusiness- 
like or incompetent or make costly errors in a field in which 
precise and accurate judgments are of the utmost 
importance. 
The result is that the Mundhra affair and associated 





events have left Indian opinion a little stunned and breath- 
less ; for once, government has shown itself just as fallible 
and liable to error as any operator on the highly speculative 
Calcutta or Bombay markets and, having got into difficulties, 
just as evasive as any hard faced punter. The result has been 
a sharp bout of disillusionment ; Delhi’s pronouncements in 
the sphere of investment will no longer carry the authority 
of holy writ. But it remains to be seen whether this one 
major mistake, and the ensuing scandal, will dampen the 
Nehru government’s partiality for control and regimenta; 
tion in the sphere of finance as part of its plan for the estab- 
lishment of a Socialist pattern of society. 

The reaction has shown a strong tendency to go to 
extremes. On the one hand there are those who say that 
the whole affair has demonstrated the state’s inability to 
manage large investment operations, that an intelligent clerk 
would have perceived the warning lights that eluded the 
minister and the three or four senior officials concerned with 
the purchase by the Life Insurance Corporation of a million 
pounds worth of shares in the Mundhra Group of com- 
panies. After all, was not the ostensible motive for nationa- 


‘lisation of life insurance to protect the policy holder against 


the risk of fraud and incompetence on the part of the private 
insurer? 

On the other hand there are those who say that the 
remedy for this sort of malpractice is not less but more state 
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With branches coast to coast, Imperial Bank can provide 
you with up-to-date information on trends, developments 
and business opportunities in Canada. Such information 
is readily available from the London Representative, 
Imperial Bank of Canada, 116 Cannon St., E.C.4, or Imperial 
Bank of Canada, Head Office, Toronto |, Canada. 
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control of the investment operations, and that those who 
made the Mundhra investment were merely outsmarted by 
a financial adventurer whose record was such as to require 
that each detail of an investment in his companies should 
have been subjected to the closest scrutiny. The trouble, it 
is argued, arose because the officials were much too trusting 
of a man who seems to personify everything which, in the 
eyes of the Indian politician, is wrong with private enter- 
prise. Thus, far from resolving the issue the Mundhra affair 
has intensified and confused the controversy over the rela- 
tive merits of governmental and private activity in trade 
and finance. 


N practice it would be exceedingly difficult, if not impos- 
[ sible, fer an administration as heavily committed to the 
philosophy of state enterprise as is the government of India 
to make anything like a precipitate retreat from the appar- 
ently fixed positions it has taken up in the field of invest- 
ment and finance. It would be no more practicable for the 
Indian government to unscramble the omelette in which 
such nationalised institutions as the State Bank and the 
Life Insurance Corporation are principal elements than it 
would be for the British Government to hand back the 
railways and the coal mines to their former owners. More- 
over, certain of the basic assumptions of the second five-year 
plan rest upon the effective control of savings and invest- 
ment by the authorities. It will be wise to assume, therefore, 
that the government of India’s intrusion into the higher 
spheres of investment and finance is of a permanent 
character. 


The real point at issue is whether the government will 
seek to regiment and supervise the banking system and the 
capital market still further, or whether it will decide that 
collectivist policies have gone far enough for the foreseeable 
future, and that it should rely upon the co-operation rather 
than the coercion of private institutions. Referring to the 
relations between the commercial banks and the central 
banking authorities Mr C. H. Bhabha, chairman of the 
Indian Banks’ Association, recently put the matter thus : 
“ Instead of thinking in terms of more controlling legislation 
and wider powers, cultivation of more cordial and intimate 
relations and establishment of mutual trust and confidence 
would go a great way in quickening the progress of banking 
in this country.” 

An example of the kind of wet-nurse activities to which 
the commercial banks object is provided in the recent deci- 
sion to relax selectively the restrictions on bank advances 
against food grains, which were imposed in consequence 
of the heavy speculative activity that developed in these 
commodities during 1957. The Reserve Bank directed that 
advances on food grains should be cut down by a significant 
amount. The scheduled banks soon found that this edict 
was acting as a serious deterrent to the operations of new 
branches, most of which (with the government’s positive 
encouragement) are being established in the agricultural 
districts where crop finance is the chief item of banking 
business. One of the stock allegations against the com- 
mercial banks is that they have failed to extend their activi- 
ties into the rural areas of the interior where, it must be 
admitted, banking facilities are mainly conspicuous by their 
absence. 

None the less, the joint stock banks have in recent years 
made a very real effort to bring their services into districts 
where it inevitably takes a very long time to put a new 
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branch on to a paying basis. The limitation on credits and 
overdrafts granted against stocks of food grains made it 
Certain that the opening of such new branches would be an 
even more speculative venture, and representations were 
accordingly made to the Reserve Bank, which took the point 
promptly enough. A recent notification accordingly pro- 
vides that the advances against food grains made by new 
branch offices will not be included in the aggregate of such 
advances of individual banks for the purposes of the original 
Reserve Bank directive, “ provided that the new offices are 
at centres where, within a radius of 20 miles, there are no 
offices of other scheduled banks and provided the advances 
made by each office or branch against food grains in its 
possession or control do not exceed Rs 1 lakh ; this exemp- 
tion will, however, cease to be effective after the opening of 
a branch or office by another scheduled bank in any of 
these centres, but in any case will operate for a minimum 
period of one year.” The petty and bureaucratic character 
of this concession to reality is, alas, only too typical of the 
State’s other excursions into the realms of finance and 
investment. 


HE banker, the investor and the entrepreneur are inevit- 
+ ably left with the strong impression that they are to be 
watched and corrected like children: in the particular matter 
quoted above, the harassed manager of a branch in an agri- 
cultural district is liable to have to reverse his lending policy 
if perchance a competitor appears on the distant horizon 
twenty miles away. Despite all the pushing and prodding and 
exhortation that Indian banking receives from the govern- 
ment and the legislature, its development has not kept pace 
with the country’s economic growth. Practically no new 
banking venture has been launched in the past decade while, 
according to Mr Bhabha, the existing banks tend to think 
chiefly in terms of consolidation or even of contracting their 
activities, 

Indeed, mainly as a result of amalgamations and 
mergers among the smaller fry, the total number of banks 
operating in India actually declined from 517 to 405 between 
19§2 and 1956. The total number of branches of Indian 
(as distinct from foreign) banks rose by less than one hun- 
dred (from 3,900 to 3,999) over the same period, which 
would hardly seem to be proportionate to the mounting 
tempo of the economy during those years. Furthermore, 
the main increase in branches seems to have been in those 
of state-owned or state-controlled institutions, whose rate 
of expansion is prescribed by government. The commer- 
cial banks cannot afford to move too far ahead of genuine 
demand for fresh banking services; but Indian bankers 
claim that official policies, and in particular the hurdles that 
have to be surmounted to obtain permission to open a new 
branch, have acted as a serious deterrent to expansion of 
facilities. 

Periodically proposals for the nationalisation of India’s 
banks emanate from private members on the back benches 
of Parliament, but the experience of the recent past suggests 
that the government will be reluctant to embark upon 
further large measures of nationalisation in the financial 
sphere. It is not forgotten that the nationalisation of life 
insurance was somewhat hurriedly undertaken and it will 
be a long time before the dust of the affair of the Life 
Insurance Corporation settles. But the authorities in New 
Delhi will doubtless continue ‘to prescribe policies in bank- 
ing and investment in a good deal of detail. 






































































































































































































































































































































Olds Discount 
Co. Ltd. 


INDUSTRIAL BANKERS 


offer 


financial service 


covering all types of 


Plant, Equipment, Vehicles and 

Goods suitable for Hire Purchase, 

Credit or Rental Contracts. Also 

various methods of providing 

longer term finance for develop- 
ment and expansion. 


Deposits accepted 


in the Banking Department of one of the 
oldest and more discriminating and cautious 
Group of Companies with an unbroken 
record of gradual expansion. 


For amounts over {£1,000: 

At six months’ notice 14°, above Bank rate-7% P.A. 
At three months’ notice 1°, above Bank rate-64%, P.A. 
(amounts from {£200 . £1,000 at $% p.a. less 
interest, on same conditions of withdrawal). 


INTEREST PAYABLE LESS TAX OR GROSS BY ARRANGEMENT 


Group Assets Exceed 
£17,000,000 


(Capital and Reserves exceeding £3,000,000) 
Write for Brochure 


Simireo 
14-18 LOW PAVEMENT - NOTTINGHAM 
Tel: NOTTINGHAM 46484. Grams: “oLps” Nottingham 46484 
7 CHESTERFIELD GARDENS, ParK LANE, LONDON, W.1 
Tel: GROSVENOR 1762-3 
120 BLYTHSWOOD STREET - GLASGOW 
Tel: Glasgow City 7277 
33 GREAT CHARLES STREET - BIRMINGHAM 
Tel: Birmingham Central 5411 
6/10 FOUNTAIN STREET - MANCHESTER 
Tel: Manchester Blackfriars 7317 


Branches in the Principal Cities throughout Great Britain 


and the British Colonies including the British West Indies, 


Trinidad and Jamaica 


UT 
Any lh jn y 
Questions as Ta yi 


about 
AUSTRALIA 


Furnishing the answers quickly S 
and concisely, is the function of 


the information service of The o a 
Bank of Adelaide. This service, a i 


together with every kind of 


banking facility, is available 
at our London Office and all 
Lea 
Che Bank of Adelaide 


offices throughout Australia. 
Incorporated in Australia in 1865 with limited liability 


LONDON OFFICE: II LEADENHALL STREET EC3 
Telephone: MANsion House 2993 - Telex 23140 


PRINCIPAL OFFICES IN AUSTRALIA: ADELAIDE (HEAD OFFICE), BRISBANE, 
MELBOURNE, PERTH, FREMANTLE AND SYDNEY 


BANK LEUMI 
LE-ISRAEL B.M. 


This is the oldest and largest bank in Israel, 
where it has recently opened its 85th branch. 
Its extensive and modern organisation is at the 
disposal of British exporters, importers and 
banks for their dealings with Israel. 


Documentary Letters of Credit. 
Clean and Documentary Collections. 
Trustee and Executor services in Israel. 


London Office : 


6 GRACECHURCH STREET, 
E.C3 











